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SUBJECT: AUTO AGREEMENT: REMARKS BY INDUSTRY, TRADE AND 

COMMERCE (ITC) MINISTER JEAN CHRETIEN AND AUTOMOTIVE PARTS 
MANUFACTURERS ASSOCIATION PRESIDENT PATRICK LAVELLE 

1 . SUMMARY: IN TALK TO AUTOMOTIVE PARTS MANUFACTURERS 
ASSOCIATION IN TORONTO APRIL 26, INDUSTRY, TRADE AND 
COMMERCE (ITC) MINISTER JEAN CHRETIEN, REFERRING TO 
FINDINGS OF YET-TO-BE RELEASED STUDY OF AUTO INDUSTRY, 
EXPRESSED CONCERN ABOUT IMBALANCE IN PARTS TRADE AND 
DEFICIENCY OF HIGH TECHNOLOGY WORK IN CANADA. HE CALLED 
FOR "PRACTICAL, WORKING, UNDERSTANDINGS" WITH USG AND 
INDUSTRY AND MADE CLEAR HIS INTENTION TO JAWBONE VEHICLE 
MANUFACTURERS TO INFLUENCE INVESTMENT AND SOURCING 
DECISIONS. ALSO, WHILE NOTING PRESENT PROSPERITY OF 
CANADIAN INDEPENDENT PARTS MAKERS, HE OFFERED TO DISCUSS 
WITH THEM WAYS OF MEETING COMPETITION FROM DEVELOPING 
WORLD AND FROM TECHNOLOGICAL CHANGE. ASSOCIATION PRESI 
DENT PATRICK LAVELLE, ACCORDING TO PRESS INTERVIEW GIVEN 
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DURING ASSOCIATION MEETING, SAID THAT USG WOULD BE 
RECEPTIVE TO AUTO PACT MONITORING AGENCY. END SUMMARY. 

2. CHRETIEN'S REMARKS (TEXT BEING POUCHED TO EUR/CAN) 

WERE BRIEF AND GENERALLY UPBEAT REGARDING FUTURE OF 
INDUSTRY PROVIDED IMBALANCE IN INDUSTRY CAN BE CORRECTED 
THROUGH "PRACTICAL WORKING UNDERSTANDINGS" WITH USG, 
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VEHICLE MANUFACTURERS AND PARTS INDUSTRY. HE THOUGHT 
THERE WAS A WILL "ON ALL SIDES" TO ACHIEVE SUCH UNDER- 
STANDINGS. DURING COURSE OF TALK, CHRETIEN MADE FOLLOWING 
POINTS: 

A. PARALLEL STUDIES AGREED TO BY PRIME MINISTER TRUDEAU 
AND PRESIDENT FORD ARE NOW COMPLETE AND CAN FORM BASIS FOR 
NEW DIALOGUE BETWEEN GOVERNMENTS AND WITH INDUSTRY. 
(COMMENT: CHRETIEN MADE NO SPECIFIC REFERENCE TO PLAN 

TO DISTRIBUTE CANADIAN STUDY TO INTERESTED PARTIES WHICH 
STILL AWAITING APPROVAL OF EXTAFF AND FINANCE MINISTERS. 

LAU, ITC, TOLD EMBOFF THAT FOR LOGISTICAL REASONS IT WOULD 
BE AT LEAST A WEEK OR TEN DAYS BEFORE REPORT COULD BE 
DISTRIBUTED IN ANY EVENT.) 

B. KEY POINTS EMERGING FROM CANADIAN STUDY ARE: 

- AUTOMOTIVE PRODUCTION IN CANADA HAS BEEN GROWING IN 
STEP WITH NORTH AMERICAN PRODUCTION AND DEMAND BUT NOT AT 
ALL IN STEP WITH MUCH HIGHER CANADIAN DEMAND. 

- CANADA HAS FASTEST-GROWING LABOR FORCE IN WESTERN 
WORLD. AND ITS POST-WAR BABIES ARE FUELING THAT HIGH 
DEMAND FOR CARS AND TRUCKS. 

- AUTOMOTIVE INDUSTRY IN CANADA ... HAS RELATIVELY MUCH 
MORE OF THE LABOR-INTENSIVE ELEMENTS OF AUTOMOTIVE MANU- 
FACTURING AND LESS OF MANUFACTURE OF PARTS. THIS IMBALANCE 
BETWEEN ASSEMBLY OF VEHICLES AND MANUFACTURER OF PARTS IS 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 03 OTTAWA 03260 01 OF 02 300243Z 

GROWING AND POSES REAL DIFFICULTIES AHEAD FOR HEALTHY 
STRUCTURE OF AUTOMOTIVE INDUSTRY IN CANADA. 

C. AUTO PACT HAS IN MANY WAYS SERVED CANADA WELL. CANADA'S 
SHARE OF NORTH AMERICAN PRODUCTION HAS ALMOST DOUBLED 
SINCE AGREEMENT WAS SIGNED. EXPANDING AS NORTH AMERICAN 
MARKET EXPANDED. INDUSTRY IS OPERATING AT NEAR CAPACITY. 

AT TIME WHEN EMPLOYMENT IS SO IMPORTANT CANADA HAS 1 1 
PERCENT OF NORTH AMERICAN AUTOMOTIVE EMPLOYMENT - 
100,000 JOBS - ALTHOUGH ITS MARKET SHARE IS ONLY 9 

PERCENT. 

D. CANADIAN INDEPENDENT PARTS INDUSTRY HAS PROSPERED, 
PRODUCING A DOLS 200 MILLION SURPLUS - MEASURED IN TERMS 
OF CONSUMPTION OF PARTS INCLUDED IN VEHICLES BOUGHT BY 
CANADIANS AND PRODUCTION OF PARTS IN CANADA - BUT, IN 
CONTRAST. THERE IS OVERALL TRADE DEFICIT IN PARTS, 

CAUSED BY DEFICIENCY OF "CAPTIVE PARTS" PRODUCTION IN 
CANADA, WHICH IS "TOO BIG TO SWALLOW." 
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E. CONCENTRATION OF CANADIAN AUTOMOTIVE CAPABILITY IN 
FABRICATING AND DEFICIENCY OF HIGH TECHNOLOGY WORK IN 
CANADA IS ALSO CAUSE FOR WORRY. 

F. CANADA, IN ITS NATIONAL INTEREST REQUIRES "A BETTER 
SHARE OF NORTH AMERICAN PRODUCTION, AND A BETTER BALANCE 
OF ACTIVITY... MORE PARTS-MAKING, IN OTHER WORDS ... 

WITHIN THE INDUSTRY. INDUSTRY HAS TO BRING THESE IMPROVE- 
MENTS ABOUT WITH GOVERNMENT PLAYING A FACILITATING ROLE.' 1 

G. IT IS "ABSOLUTELY VITAL" THAT CANADIAN VEHICLE MANU- 
FACTURERS ACQUIRE SIGNIFICANT SHARE OF NEW HIGH 
TECHNOLOGY ACTIVITY NEEDED TO MEET GOVERNMENT REQUIREMENTS 
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3. CHRETIEN SAID HE WOULD BE TALKING WITH (READ "JAW- 
BONING") VEHICLE MANUFACTURERS, ENCOURAGING THEM "TO FIND 
WAYS TO LOCATE, HERE IN CANADA, A SIGNIFICANT PROPORTION 
OF NEW FACILITIES TO BE REQUIRED IN NORTH AMERICA" AND 
STRESSING NEED TO SPIN OFF ADDITIONAL OPPORTUNITIES FOR 
CANADIAN INDEPENDENT PARTS INDUSTRY. HE ALSO SAID HIS 
PEOPLE WOULD BE TALKING WITH PARTS MANUFACTURERS ABOUT 
NEED TO SELL MORE AGGRESSIVELY IN NORTH AMERICA AND 
OVERSEAS AND ABOUT WAYS OF ASSISTING INDUSTRY TO MEET 
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COMPETITION, I.E. "TECHNICAL OPPORTUNITY, TOOLING 
INSURANCE, THIRD COUNTRY REMISSIONS AND OTHER MATTERS." 

4. APRIL 27 GLOBE AND MAIL ARTICLE BY KEN ROMAIN REPORTS 
INTERVIEW WITH LAVELLE AND HIS ADDRESS TO ASSOCIATION. 
EMBASSY HAS NOT CONFIRMED LAVELLE'S REMARKS DURING INTER- 
VIEW, BUT ROMAIN’S ARTICLE FOCUSES ON ASSERTION LAVELLE 
REPORTEDLY MADE DURING INTERVIEW THAT USG WOULD BE 
RECEPTIVE TO ESTABLISHMENT OF AN INTERNATIONAL JOINT 
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COMMISSION TO MONITOR AUTO TRADE BETWEEN THE TWO COUNTRIES. 
REPORTEDLY, LAVELLE SAID HIS ASSOCIATION HAS ARGUED FOR 
SUCH A MECHANISM IN ORDER TO END OR CURB CANADIAN PARTS 
TRADE DEFICIT WHICH COULD REACH DOLS 3 BILLION IN 1977 
AND WHICH HAS TOTALED DOLS 16 BILLION SINCE AGREEMENT WAS 
SIGNED. HIS ASSOCIATION WANTS A "FAIRER" SHARE OF PRO- 
DUCTION CONSUMPTION RATIO IN CANADA. CANADA CONSUMES 12 
PERCENT OF NORTH AMERICAN PARTS PRODUCTION FOR NEW 
VEHICLES BUT IS ONLY PRODUCING 6 PERCENT OF THE TOTAL. 

HE MENTIONED 10 PERCENT AS FAIRER SHARE. HE SAID THAT 
"IT WAS MADE OBVIOUS THAT THE UNITED STATES IS IN AGREE- 
MENT THAT SOME TYPE OF PACT MONITORING IS NEEDED, BUT 
THERE IS ALSO THE MATTER OF FORM ON WHO WILL INITIATE IT." 

HE ALSO SAID HE BELIEVED "BREAKTHROUGH IS NEAR IN THE 
CURRENT DISCUSSIONS BETWEEN THE TWO GOVERNMENTS ON THE 
AUTO PACT." CONGEN TORONTO WILL CONTACT LAVELLE TO 
VERIFY INTERVIEW AND CABLE REPORT. CONGEN WILL ALSO POUCH 
TEXT OF LAVELLE'S ADDRESS. 

5. COMMENT: CHRETIEN'S REMARKS APPEAR TO CONFIRM OUR 
CONCERNS THAT GOC HOPES, WITH ACTIVE OR TACIT USG SUPPORT, 

TO EXERT DIRECT INFLUENCE ON INDUSTRY'S INVESTMENT AND 
SOURCING DECISIONS. THIS EMPHASIZES NEED EXPRESSED BY 

U.S. DELEGATION AT BILATERAL AUTO TALKS IN OTTAWA ON 
MARCH 25 TO CLARIFY OBJECTIVES OF A BILATERAL DIALOGUE ON 
RESULTS OF AUTO STUDIES BEFORE DIALOGUE IS WELL LAUNCHED. 

6. EMBASSY DOES NOT KNOW WHERE LAVELLE GOT IDEA USG 
FAVORS AUTO PACT MONITORING AGENCY BUT SUSPECTS THAT IN 
HIS USUAL SHARPLY AGGRESSIVE WAY HE USING WORDS LOOSELY 
IN PROMOTING CONCEPT THAT HE SEES AS POTENTIALLY BENEFICIAL 
TO HIS OWN ASSOCIATION’S MEMBERSHIP. ENDERS 
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